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In brief
	■ Why this business cycle could be different

	■ Agency MBS confirm their resilience

	■ The case for HY from a total return perspective

	■ Top client questions during the Sweden visit

This has not been your typical business cycle. The handwriting was on the wall: a recession was coming. 

All signs pointed to that inevitability. The only problem was that the old toolbox no longer worked. Take the 

US yield curve. The Treasury yield curve has been inverted for the past 559 trading days.1 On average, since 

the early 1970s, every time the yield curve has been inverted, a recession has followed 15 months later. 

Now, after 26 months of inversion, any recession would be very late. 

There are a few reasons why the yield curve may not have worked as a recession indicator this time around. 

The first is that the US economy has grown less sensitive to higher rates, owing to deleveraging, past 

mortgage refinancings and stronger cash balances on the part of the consumers and corporates. The 

second is that, as underscored by our chief economist, Erik Weisman, in the recent past the market was 

likely of the view that the US Federal Reserve’s neutral rate, the so-called r*, was still very low. With that in 

mind, the sharp rise in the Fed’s policy rate caused a major deviation from r*, thereby accentuating the 

inversion bias. But if the market got that wrong, and r* was indeed higher, the curve wouldn’t have inverted 

by that much. In other words, the US economy could cope with the impact of higher rates a lot better than 

we had anticipated because the real tightening could have been smaller than it initially looked. The third 

reason to question the reliability of the yield curve as an indicator is that the Fed owned a massive chunk of 

US Treasuries as part of its QE program, which may have distorted the yield curve and as a result produced a 

false positive. 

What about the various leading indicators? Whether we are talking about the University of Michigan’s 

consumer confidence index, the Conference Board’s LEI or ISM new orders, all these data points still look 

depressed, hovering around levels that historically have been associated with recessions. But there is 

a difference between soft data and hard, and what we have observed is how the consumer or firms feel 

in sentiment surveys hasn’t matched up with the reality of stronger macro statistics. Of note: Another 

recession indicator may not be working: the labor market–based Sahm rule, which was triggered this 

month. There are good reasons to believe that the significant pick-up in the unemployment rate may 

not be as bad as it seems, owing mainly to the impact of higher labor supply. To be clear, we are not sure 

a recession is entirely off the table. But the odds seem to be in favor of a soft landing, and if there is a 

recession, it will likely be mild and shallow. 
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Resilience is a positive attribute. In the world of fixed income, some asset classes are riskier and others 

more defensive. In a way, it is reassuring to see that the asset classes that were supposed to be defensive 

behaved exactly that way in the midst of the early-August market turmoil. This is particularly the case for 

agency MBS. Virtually nothing happened to the asset class, with its defensive characteristics in full view. 

While US IG spreads widened by almost 20 basis points in just three days, agency MBS spreads moved 

by only 4 bps during that time. Historically, agency MBS has been at the low end of the risk spectrum, 

displaying a beta to the US Agg of well below 1. In our opinion, it makes sense to have a diversified approach 

in a portfolio, with a mix of defensive and higher beta asset classes. That resilience comes at a cost, however, 

especially in terms of relative valuation. Given that agency MBS didn’t sell off as much as peers, the valuation 

backdrop is less inspiring in RV terms. This may justify a more balanced approach for the asset class, at least 

in the near term. At this juncture, the view on agency MBS taken by our fixed income portfolio manager 

in charge of mortgage-backed securities, Jake Stone, is a lot closer to neutral compared with the more 

constructive bias of a few months ago. Not that the technicals or fundamentals have necessarily worsened. 

It’s mainly a tactical valuation call. 

The total return case for high yield. High yield is often discussed during the fixed income investment 

team’s meetings, including at the recent internal brainstorm session on risks and opportunities, simply 

because of its higher vulnerability to a potential growth shock and its challenging spread valuation 

landscape. But in the words of our co–portfolio manager of the high yield portfolios, Mike Skatrud, HY total 

yields remain attractive, and unless there is a catalyst for a spread correction, the outlook for total return 

appears to be broadly positive. Our HY team is more cautious when it comes to excess return expectations, 

given the tricky spread valuation backdrop. Looking at breakeven yields, it is worth flagging that US high 

yield produces the highest breakeven yields across global fixed income, thereby pointing to some attractive 

valuation cushion. To be clear, high yield remains a fundamentally bottom-up asset class, which requires a 

well-researched security selection process. While the asset class may look attractive from a top-down index 

perspective, it is important to keep in mind that an active approach to portfolio management is critical, given 

the elevated credit risk involved. 

Mamma Mia! We spent a couple of days in Stockholm visiting clients last week. Here are a few things clients 

asked us about. On politics, they wanted to discuss the various election scenarios and their impact on fiscal 

spending and government debt. On monetary policy, clients raised the question of the magnitude of the 

easing cycles. On macro, the discussion centered on the growth scenarios and risks and whether a recession 

was likely. The outlook for the USD also came up, and whether to hedge foreign credit exposure. Finally, on 

fixed income, the key topics revolved around the view on duration, curve positioning, fixed income valuation 

and global fixed income opportunities, including European credit and emerging market debt. 
 

Endnotes
1 �Source: Bloomberg. US yield curve, spread between the US 10-year UST yield and the 2-year UST yield. An inverted curve corresponds to the 

difference between the 10-year yield and the 2-year yield being negative. Data as of 23 August 2024.
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The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to 
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

Diversifi cation does not guarantee a profi t or protect against a loss. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affi liates and may be registered in certain countries.

Distributed by: U.S. – MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America – MFS International Ltd.; 
Canada – MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private 
limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct 
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered offi ce at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland) readers: Issued in Europe by 
MFS Investment Management (Lux) S.à r.l. (MFS Lux) – authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide 
products and investment services to institutional investors and is registered offi ce is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be 
circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance 
or distribution would be contrary to local regulation; Singapore – MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd 
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian fi nancial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.; 
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL 
HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defi ned in the 
Securities and Futures Ordinance (“SFO”).; For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, 
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide fi nancial management consulting services.; 
Japan - MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust 
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and 
market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fl uctuation and investors may lose the 
principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making 
the investments ; Bahrain - This document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer to the public will be made in the 
Kingdom of Bahrain and this document is intended to be read by the addressee only and must not be passed to, issued to, or shown to the public generally. The Central Bank of Bahrain 
assumes no responsibility for the accuracy and completeness of the statements and information contained in this document and expressly disclaims any liability whatsoever for any loss 
howsoever arising from reliance upon the whole or any part of the contents of this document. The Board of Directors and the management of the issuer accepts responsibility for the 
information contained in this document. To the best of the knowledge and belief of the board of directors and the management, who have all taken all reasonable care to ensure that such 
is the case, the information contained in this document is in accordance with the facts and does not omit anything likely to affect the reliability of such information.; Kuwait - This 
document is not for general circulation to the public in Kuwait. The information has not been licensed for offering in Kuwait by the Kuwait Capital Markets Authority or any other relevant 
Kuwaiti government agency. No private or public offering of the information is being made in Kuwait, and no agreement relating to the information will be concluded in Kuwait. No 
marketing or solicitation or inducement activities are being used to offer or market the information in Kuwait.; Oman - For Residents of the Sultanate of Oman: The information contained 
in this document does not constitute a public offer of securities in the Sultanate of Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital 
Market Law of Oman (Royal Decree 80/98). This information is being circulated on a limited basis only to corporate entities that fall within the description of sophisticated investors (Article 
139 of the Executive Regulations of the Capital Market Law). The recipient acknowledges that they are a sophisticated investor who has experience in business and fi nancial matters and is 
capable of evaluating the merits and risks on an investment.; South Africa - This document has not been approved by the Financial Services Board and neither MFS International (U.K.) 
Limited nor its funds are registered for public sale in South Africa.; UAE - This document, and the information contained herein, does not constitute, and is not intended to constitute, 
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The information is only being offered to a limited number of exempt investors in 
the UAE who fall under one of the following categories of non-natural Qualifi ed Investors: (1) an investor which is able to manage its investments on its own, namely: (a) the federal 
government, local governments, government entities and authorities or companies wholly-owned by any such entities; (b) international entities and organisations; or (c) a person licensed 
to carry out a commercial activity in the UAE, provided that investment is one of the objects of such person; or (2) an investor who is represented by an investment manager licensed by the 
SCA, (each a “non-natural Qualifi ed Investor”). The information and data have not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities 
Authority, the Dubai Financial Services Authority, the Financial Services Regulatory Authority or any other relevant licensing authorities or governmental agencies in the UAE (the 
“Authorities”). The Authorities assume no liability for any investment that the named addressee makes as a non-natural Qualifi ed Investor diligence on the accuracy of the information 
relating to the securities. If you do not understand the contents of this document you should consult an authorised fi nancial adviser.; Saudi Arabia - This document may not be distributed 
in the Kingdom except to such persons as are permitted under the Investment Funds Regulations issued by the Capital Market Authority. The Capital Market Authority does not make any 
representation as to the accuracy or completeness of this document, and expressly disclaims any liability whatsoever for any loss arising from, or incurred in reliance upon, any part of this 
document. Prospective purchasers of the securities offered hereby should conduct their own due diligence on the accuracy of the information relating to the securities. If you do not 
understand the contents of this document, you should consult an authorised fi nancial adviser.; Qatar - This material/fund is only being offered to a limited number of investors who are 
willing and able to conduct an independent investigation of the risks involved in an investment in such material/fund. The material does not constitute an offer to the public and is for the 
use only of the named addressee and should not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee’s consideration 
thereof). The fund has not been and will not be registered with the Qatar Central Bank or under any laws of the State of Qatar. No transaction will be concluded in your jurisdiction and any 
inquiries regarding the material/fund should be made to your contact outside Qatar.

MFSE_FLY_3016488_8_24 
59357.1

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affi liates (collectively “Bloomberg”). Bloomberg or Bloomberg’s 
licensors own all proprietary rights in the Bloomberg Indices. Bloomberg neither approves or endorses this material or guarantees the accuracy or completeness of any information herein, or 
makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages 
arising in connection therewith.

The views expressed herein are those of the MFS Investment Solutions Group within the MFS distribution unit and may differ from those of MFS portfolio managers and research analysts. 
These views should not be relied upon as investment advice, as portfolio positioning, as securities, recommendations or as an indication of trading intent on behalf of the advisor. No forecasts 
can be guaranteed.

	■ 59034


